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Given its size and influence, China remains a key investment 
destination despite ongoing trade disputes and diplomatic 
tensions with the US and Australia. With a GDP equivalent 
to around 70% of the United States, many global portfolios 
continue to feature Chinese equities. 

Against this background, Martin Lau, Managing Partner at 
FSSA Investment Managers, provides five insights into the 
current and future trends shaping the Chinese economy. 

2021 will see a strengthening economy in China
This year will provide an opportunity for more balanced 
market growth, perhaps including cyclical stocks and shares 
whose value took a hit last year. As the economy recovers, 
shares in a wider range of sectors will become more 
attractive. Last year, just a handful of companies accounted 
for the majority of the returns. We have already started to 
see signs of change, hence why we expect this year to be 
different from the last. 

2020 was slightly unusual in that investors were very 
confident in the market despite the high valuations. As 
companies whose prices have increased 80- to 100-fold 
release their earnings, it will be interesting to see if they are 
able to meet expectations. We do not necessarily expect 
share prices to fall, but believe returns may be lower than 
last year. As such, we will be conservative when deciding 
which stocks to purchase.

Five trends shaping 
investments in China: 
2021 and beyond

Client Update
March 2021

RISK FACTORS
This is a financial promotion for The FSSA China 
Strategy. This information is for professional clients 
only in the EEA and elsewhere where lawful. Investing 
involves certain risks including:
– The value of investments and any income from 

them may go down as well as up and are not 
guaranteed. Investors may get back significantly 
less than the original amount invested.

– Currency risk: the Fund invests in assets which 
are denominated in other currencies; changes in 
exchange rates will affect the value of the Fund and 
could create losses. Currency control decisions 
made by governments could affect the value of the 
Fund’s investments and could cause the Fund to 
defer or suspend redemptions of its shares.

– Single country / specific region risk: investing in 
a single country or specific region may be riskier 
than investing in a number of different countries or 
regions. Investing in a larger number of countries or 
regions helps spread risk.

– Smaller companies risk: Investments in smaller 
companies may be riskier and more difficult to buy 
and sell than investments in larger companies.

For a full description of the terms of investment and 
the risks please see the Prospectus and Key Investor 
Information Document for each Fund.
If you are in any doubt as to the suitability of our 
funds for your investment needs, please seek 
investment advice.
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Equities are more attractively priced than 
bonds
Despite the expected economic recovery this year, no one is 
predicting higher interest rates, unlike in previous recoveries. 
This is because the economy is still in a precarious situation. 
Compared to bonds, we believe equities still offer better 
value for money. For example, the yield from a CK Hutchison 
Holdings bond (a global conglomerate) is around 1.6%-1.7%, 
but the dividend yield is more than 5%. 

Chinese manufacturing and technology is more 
competitive than ever
The days of China being a cheap source of labour are gone 
– but at the same time, the salary of a well-qualified Chinese 
engineer may be just one-half or two-thirds of the salary of a 
US-based engineer.

As a result, some sectors of the Chinese economy have 
started to grow quite rapidly, such as pharmaceuticals, 
software, semiconductors, and the automotive industry. 
China has been upgrading its manufacturing industry – a 
key aim of President Xi’s latest and previous Five-Year Plans 
– which has benefited companies like telecoms equipment 
manufacturer Huawei. 

On a similar note, almost 600,000 Chinese graduates return 
from overseas universities each year, boosting China’s 
technological capacity. The R&D expenditure of Chinese 
tech companies has increased and it will be interesting to 
see the growth opportunities that result. 

Our China tech investments are not restricted to internet 
companies. We expect to see new technologies in other 
sectors, such as retail and food, to cut costs and increase 
efficiency. In the future, the tech sector will become much 
broader as a result.

Trade sanctions may actually boost China’s 
economy
There are historical precedents for the current political 
climate: in the 1980s the US levied high tariffs on Japanese 
car imports in a bid to protect its own home-grown car 
manufacturers. 

The US is again in a political and economic wrestling match 
with its biggest rival – which was once Japan and is now 
China. As a result, we expect to see more policies from the 
US designed to limit China’s economic rise. 

However, the impact of trade sanctions on the Japanese 
economy were positive in some respects. Toyota, for 

example, remains the world’s largest car manufacturer and 
even produces cars in the US. Toyota used local resources 
to support its global expansion and maintained its status as 
an industry leader. 

We believe that in the short term, the Chinese government 
will support the economy through measures such as 
personal income tax cuts and private enterprise financing 
support. In the medium-to-long term, Chinese companies 
will be forced to strengthen their core competencies – those 
that are able to adapt to the new norm should emerge 
stronger over time, despite trade sanctions.

Chinese consumers will increasingly look for 
home-grown products
In China’s latest Five-Year Plan, the government 
announced plans to reduce the country’s vulnerability 
to, and dependence on, the global economy; achieve 
self-sufficiency; and boost domestic consumption. The 
government has also introduced subsidies to boost 
purchases of home appliances and cars. 

We see these trends continuing over the next 5 to 10 years. 
As the Chinese economy develops and incomes rise, 
people will start to think about how they can improve their 
quality of life. We believe consumer spending, education and 
tourism are all poised for significant growth.

Related to this is the increasing popularity of domestic 
brands. As the younger generations see their living 
standards and incomes improve, they will start to become 
more confident about Chinese brands. You can see this in 
the success of domestic sportswear brands such as Li-Ning 
and Anta, or cosmetic brands such as Marubi and Pechoin. 
We predict this trend will continue – and there will be more 
home-grown brands such as Huawei or Xiaomi to help 
underpin a local consumer economy.

Conclusion
As President Xi rolls out the latest Five-Year Plan, we expect 
to see a number of secular trends take hold, which should 
help the Chinese economy maintain its growth. With an 
attractive base and a competitive, well-educated workforce, 
China’s manufacturing champions should continue to 
advance its technology prowess and gain global market 
share. At the same time, China’s population is looking 
inwards for local products and services, helping the country 
become more self-sufficient. Companies that can tap into 
these trends will be well-placed to ride the China wave into 
the next decade.
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Important Information
This document has been prepared for informational purposes only and is only intended to provide a summary of the subject matter 
covered and does not purport to be comprehensive. The views expressed are the views of the writer at the time of issue and may change 
over time. It does not constitute investment advice and/or a recommendation and should not be used as the basis of any investment 
decision. This document is not an offer document and does not constitute an offer or invitation or investment recommendation to 
distribute or purchase securities, shares, units or other interests or to enter into an investment agreement. No person should rely on the 
content and/or act on the basis of any material contained in this document.
This document is confidential and must not be copied, reproduced, circulated or transmitted, in whole or in part, and in any form or by any 
means without our prior written consent. The information contained within this document has been obtained from sources that we believe 
to be reliable and accurate at the time of issue but no representation or warranty, express or implied, is made as to the fairness, accuracy, 
or completeness of the information. We do not accept any liability whatsoever for any loss arising directly or indirectly from any use of this 
information.
References to “we” or “us” are references to First Sentier Investors.
In the UK, issued by First Sentier Investors (UK) Funds Limited which is authorised and regulated by the Financial Conduct Authority 
(registration number 143359). Registered office Finsbury Circus House, 15 Finsbury Circus, London, EC2M 7EB number 2294743. In 
the EEA, issued by First Sentier Investors (Ireland) Limited which is authorised and regulated in Ireland by the Central Bank of Ireland 
(registered number C182306) in connection with the activity of receiving and transmitting orders. Registered office: 70 Sir John Rogerson’s 
Quay, Dublin 2, Ireland number 629188. Outside the UK and the EEA, issued by First Sentier Investors International IM Limited which 
is authorised and regulated in the UK by the Financial Conduct Authority (registered number 122512). Registered office: 23 St. Andrew 
Square, Edinburgh, EH2 1BB number SC079063.
Certain funds referred to in this document are identified as sub-funds of First Sentier Investors Global Umbrella Fund plc, an umbrella 
investment company registered in Ireland (“VCC”). Further information is contained in the Prospectus and Key Investor Information 
Documents of the VCC which are available free of charge by writing to: Client Services, First Sentier Investors , 1 Grand Canal Square, 
Grand Canal Harbour, Dublin 2, Ireland or by telephoning +353 1 635 6798 between 9am and 5pm (Dublin time) Monday to Friday or by 
visiting www.firstsentierinvestors.com. Telephone calls may be recorded. The distribution or purchase of shares in the funds, or entering 
into an investment agreement with First Sentier Investors may be restricted in certain jurisdictions.
Representative and Paying Agent in Switzerland: The representative and paying agent in Switzerland is BNP Paribas Securities Services, 
Paris, succursale de Zurich, Selnaustrasse 16, 8002 Zurich, Switzerland. Place where the relevant documentation may be obtained: The 
prospectus, key investor information documents (KIIDs), the instrument of incorporation as well as the annual and semi-annual reports 
may be obtained free of charge from the representative in Switzerland.
First Sentier Investors entities referred to in this document are part of First Sentier Investors a member of MUFG, a global financial group. 
First Sentier Investors includes a number of entities in different jurisdictions. MUFG and its subsidiaries do not guarantee the performance 
of any investment or entity referred to in this document or the repayment of capital. Any investments referred to are not deposits or other 
liabilities of MUFG or its subsidiaries, and are subject to investment risk including loss of income and capital invested.
Copyright © (2021) First Sentier Investors 
All rights reserved.
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